





STATE PENSION REVIEW BOARD

SUNSET FINAL REPORT WITH LEGISLATIVE ACTION
Jury 2013



'This document is intended to compile all recommendations and action taken by the Sunset Advisory

Commission for an agency under Sunset review. The following explains how the document is expanded
and reissued to include responses from agency staff and the public.

Sunset Staff Report, July 2012 — Sunset staft develops a separate report on each individual agency, or on
agroup of related agencies. Each report contains both statutory and management recommendations
developed after the staff’s extensive evaluation of the agency.

Sunset Staff Report with Hearing Material, August 2012 — Adds responses from agency staft and the
public to Sunset staft recommendations, as well as new issues raised for consideration by the Sunset
Commission at its public hearing.

Sunset Staff Report with Decision Material, November 2012 — Adds additional responses, testimony, or
new issues raised during and after the public hearing for consideration by the Sunset Commission
at its decision meeting.

Sunset Staff Report with Commission Decisions, November 2012 — Adds the decisions of the Sunset
Commission on staff recommendations and new issues. Statutory changes adopted by the
Commission are presented to the Legislature in the agency’s Sunset bill.

Sunset Final Report with Legislative Action, July 2013 — Summarizes the final results of an agency’s
Sunset review, including action taken by the Legislature on Sunset Commission recommendations
and new provisions added by the Legislature to the agency’s Sunset bill.
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SUMMARY

Traditional defined benefit pensions for public employees present a
conundrum to policymakers. To pay a lifetime monthly retirement benefit
requires policymakers more accustomed to short-term budgetary and electoral
cycles to take a longer view in committing taxpayer money far into the future
based on complicated actuarial assumptions. These pensions also challenge
human nature by requiring consistent funding not just in good times when
tunds are flush, but in bad times when funds are scarce and governmental
budgets are tightest. Because of the nature of assumptions used to project
funding needs, the financial liabilities these pensions create can almost seem
theoretical — until the bill for promised benefits comes due. Recognizing
these concerns, the Legislature created the State Pension Review Board
(PRB) in 1979 to monitor Texas’ local public pensions to help avoid funding
problems before they become insurmountable.

‘Through PRB, the State takes a light approach to overseeing

an array of local public pensions, reflecting the strong As long as Texas has
Texas tradition of local control. While statute exempts the traditional defined

statewide retirement systems from most PRB oversight,
they voluntarily submit to its watchful gaze. 'The agency
cannot force action by local retirement systems. Instead
PRB works to shine light on potential problems aftecting

benefit pensions, the State
needs to monitor their
financial soundness.

the ability of traditional defined benefit pensions to meet
obligations to members. As long as Texas has traditional
defined benefit public pensions, the State needs ways to monitor these plans
and work with them to help ensure they remain financially and actuarially
sound without unnecessarily burdening taxpayers. PRB has the resources
necessary to analyze public pensions across the state, and it provides a public
forum to help hold local pensions accountable.

The Sunset review of PRB largely focuses on the agency’s oversight
responsibility for traditional defined benefit plans. The review does not delve
into the gathering debate about the advisability of moving away from defined
benefit plans to other retirement structures such as defined contribution
plans that do not promise a specific monthly benefit for life. This debate
would need to occur in relation to each pension system’s enabling statute or
governing authority. While PRB will be a necessary resource in the debate
by providing data and technical information, it has no responsibility in the
matter.

Sunset staff’s analysis did identify ways in which PRB has not been focused
on its core mission of overseeing the actuarial soundness of traditional
defined benefit plans. The agency has long struggled to gain reporting
compliance from other types of retirement plans, even though those plans do
not pose enough risk to warrant state oversight beyond basic data collection.
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Conversely, the review found that PRB lacks critical information from traditional defined benefit
plans to allow it to fully evaluate those plans that do present serious funding risks to their members,
sponsors, and taxpayers. The report focuses on solutions to these problems and improving PRB’s
delivery of educational resources to reach plans with fewer resources and a greater need for assistance.

Overall, this Sunset review seeks to refocus PRB on overseeing and helping those public retirement
plans that truly benefit from its monitoring and resources, to help Texas avoid the potentially disastrous
pension shortfalls affecting state and local retirement systems in other states. The following material
summarizes Sunset staff s recommendations for PRB.

Issues and Recommendations

Issue 1
Texas Has a Continuing Need for the State Pension Review Board.

'The contradiction of having an oversight agency with no means to force any corrective action for what
it sees is hard to justify. So it is for PRB, which seeks to ensure financial and actuarial soundness by
local public retirement systems basically by watching over them. On further inspection, however, the
benefits of this approach become clear. In a state with many scattered local public pensions, PRB
serves as a central source of objective pension information, bringing light to financial issues before
they become unmanageable. The Board provides a public forum for holding pension systems and
their sponsoring governmental entities accountable for their decisions, and the staft provides pension
expertise that is especially important as the policy debate about the future of public pensions grows
louder. No other state entity provides this needed mix of structure, focus, and expertise to adequately
perform this job.

Key Recommendation

e Continue the State Pension Review Board for 12 years.

Issue 2
Many Pension Plans Lack Significant Risk, Necessitating Less PRB Oversight.

Since 1979, when the Legislature created PRB, the pension landscape in Texas has shifted from mostly
defined benefit pension plans to a nearly even mix of defined benefit and defined contribution plans.
Neither defined contribution nor pay-as-you-go defined benefit plans pose the same long-term funding
risks as traditional defined benefit plans, which guarantee a monthly benefit for life and can generate
large unfunded liabilities for taxpayers. However, state law requires defined contribution and pay-as-
you-go plans to file the same reports as traditional defined benefit plans, even though PRB cannot use
much of the information, as its oversight tools are not designed for these plans. Exempting these plans
from unnecessary PRB reporting requirements would allow the agency to focus its resources on the
traditional defined benefit plans that pose the greatest financial risk to retirees and taxpayers.

Key Recommendation

e Exempt defined contribution and pay-as-you-go defined benefit public retirement plans from PRB
reporting requirements except for registration and basic plan information.
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IsSUE 1

Texas Has a Continuing Need for the State Pension Review Board.

Background

The State Pension Review Board (PRB) was created to provide oversight of public retirement systems
and to preempt the need for federal regulation of state and local pensions, although federal oversight
has not materialized. To fulfill its mission, PRB collects information from public retirement systems,
analyzes it to evaluate their condition, shines a light on potential problems, and serves as a resource for
systems and the Legislature on public pensions and related issues. If a retirement system is in danger of
becoming actuarially unsound, meaning it may not be able to meet future liabilities, PRB staff performs
an intensive actuarial review. Depending on the severity of the funding issues found, PRB’s Board
may request the system and its sponsoring governmental entity appear before the Board to explain the
problems and their plan for addressing them.

In total, PRB monitors the financial and actuarial condition of 358 public retirement systems in Texas,
but focuses most of its efforts on the 96 traditional defined benefit plans that present the highest risk
for funding problems. Of the 358 systems, four are the largest statewide systems which are exempt
from PRB reporting requirements but voluntarily submit information to PRB.! 'The remaining systems
include 13 municipal and public safety plans established in state law, four municipal plans established
in city ordinance, 210 plans established by districts or other governmental entities, and 127 firefighter
plans organized under the Texas Local Fire Fighters’ Retirement Act.

By design, PRB’s oversight is not regulatory: it has no authority over retirement systems or sponsoring
entities and cannot order them to do anything. The agency cannot even order noncompliant systems to
report required data without issuing a subpoena, which it has done only once. PRB’s oversight consists
only of monitoring retirement systems and making recommendations to them, their sponsoring entities,
and the Legislature.

Good reasons exist for the soft approach to oversight PRB takes. In a state in which local control
predominates, dictating decisions from Austin on matters not supported by state dollars and where
the ultimate risk to the State is unclear, is not the direction the State has chosen to go. However, the
result is a cautious state approach that causes the agency to be careful about whether and how it calls
attention to issues with local retirement systems and their sponsors.

Findings

The State’s light oversight of public retirement systems may
not be very compelling, but serves a needed role of averting
potentially costly and harmful problems for system participants
and taxpayers.

'The oxymoron of non-regulatory oversight perfectly focuses the question of
the need for what PRB does. Such a function seems meaningless on its
face — the promise of oversight with no way to require corrective action
when things go awry. Sunset staft certainly grappled with this question of
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Some retirement
systems credit
PRB with helping
bring about
needed funding
changes.

the need for such an apparent contradiction. However, a deeper look revealed
that removing the state role would eliminate tangible benefits that this light
approach provides and a valuable source of objective information about
public pensions that would be lacking during a critical time of debate over the
future of public retirement systems. The following information summarizes
the factors that point to the needed state role in this area.

® Decentralized pension landscape. Texas, in contrast to many other
states, has a large number of local retirement systems that are not part
of a centralized statewide system and do not receive state aid. The
decentralized nature of pensions in Texas risks local pension problems
languishing unnoticed as governmental sponsors may lack incentives to
address pension underfunding, particularly during lean economic times.
'This scenario can result in problems growing much worse and more costly
to repair. Without state-level pension oversight, state legislators and
local authorities would also lack a central source of information to make
informed decisions on pension matters.

e Needed public accountability. State oversight of public retirement
systems can bring public exposure to pension problems at the local level
and provide a forum through which local officials can be held accountable
to explain their actions before a state body. In the past decade, PRB has
helped shine light and bring resolution to problems that threatened the
actuarial soundness of nine retirement systems. In each of these cases,
PRB worked with the system to identify contribution rates or benefit
levels that would achieve actuarial soundness. Some of these systems
credit PRB’s involvement with bringing both the sponsoring entity and
the system itself to the negotiating table to find a workable solution. The
chart, Intensive System Reviews, shows that PRB’s impact can take many
years due to the slow-moving nature of pension funding.

Intensive System Reviews, FYs 2001 — 2011*

Public Retirement System Time Period

El Paso Firemen and Policemen’s Pension Fund 1992, 1996, 2000-2007
Employees’ Retirement Fund of the City of Dallas 1996-2006
Texas Emergency Services Retirement System 2003-2007
Houston Municipal Employees Pension System 2004
Houston Police Officers’ Pension System 2006

Fort Worth Employees’ Retirement Fund 2007

Lufkin Firemen’s Relief and Retirement Fund 2008-2009
Conroe Fire Fighters’ Retirement Fund 2009
University Park Firemen’s Relief and Retirement Fund 2009-2010

* While problems with some retirement systems began before 2001, most of PRB’s intensive work with
these systems took place between fiscal years 2001 and 2011.
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ISSUE 2

Many Pension Plans Lack Significant Risk, Necessitating Less PRB

Oversight.

Background

When the Legislature created the State Pension Review Board (PRB) in 1979, the state had more than
300 public retirement plans, 90 percent of which were defined benefit pension plans. Many of these

plans were traditional defined benefit pensions,
although about 175 smaller, mostly volunteer
firefighter pensions, were designed to be funded
on a pay-as-you-go basis. Even fewer plans, 15 in
total, were defined contribution plans. The textbox,
Public Retirement Plans, describes the funding and
payout structures of these common retirement
plans.

To ensure traditional defined benefit pension
plans will be able to pay future benefits, actuaries
determine necessary employer and employee
contributions. If contributions are inadequate,
benefits are too generous, or investment returns are
unexpectedly low, a plan’s actuarial soundness, or
ability to meet its future liabilities, is threatened.
Recognizing the risk presented by traditional
defined benefit plans, the Legislature created a
statutory reporting framework through PRB to
reveal potential threats to actuarial soundness
before becoming unmanageable.

Over the years, defined contribution plans, already
popular among private sector employers, have
gained popularity in the public sector. Today,
almost half, or 172, of Texas’ nearly 360 public
pensions are defined contribution plans. Many
public defined contribution plans organized under
the Internal Revenue Code, such as 457 and 403(b)
plans, are exempt from PRB oversight. Meanwhile,
others, such as 401(a) and 401(k) plans, are not
specifically exempt from PRB oversight. Of the
186 defined benefit plans in the state today, 96 are
traditional defined benefit plans, and 90 are pay-
as-you-go defined benefit plans.

Public Retirement Plans

Defined Benefit

Traditional — This plan guarantees a specific
monthly benefit for life at retirement, usually
based on salary and years of service. This plan is
pre-funded, which means employee and employer
contributions for all members are combined into a
large trust to take advantage of economies of scale
and are invested to provide funding for the plan to
meet promised benefits. Such a plan is also said to
be actuarially funded in that it relies on actuarial
assumptions for determining the funding needed
to provide benefits to employees and retirees.
Appendix A lists the traditional defined benefit
plans in fiscal year 2011.

Pay-as-you-go — Like a traditional defined benefit
plan, this type of plan also typically guarantees
a lifetime annuity at retirement. However, the
benefit is often small, and the plan is not pre-
funded. Sponsoring entities pay benefits as they
become due rather than investing contributions to
fund future liabilities. Appendix B lists the pay-
as-you-go defined benefit plans in fiscal year 2011.

Defined Contribution

In this plan, contributions are made to each
employee’s account. The retirement benefit depends
on the account balance at retirement, which
consists of contributions and earned investment
income. This plan is not actuarially funded, as the
employee’s funds are kept in a separate account
that does not guarantee a specific monthly benefit
for life. Appendix C lists the defined contribution
plans in fiscal year 2011.
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Defined
contribution
plans do not pose
the same risks
to pay benefits
as defined
benefit plans.

Most pay-as-

you-go plans

average total
payouts of only
$3,000 per year.

Findings
Certain retirement plans do not pose long-term funding risks.

Traditional defined benefit plans carry certain inherent risks. Failure
to adequately fund a traditional defined benefit plan can result in a large
unfunded liability, taking many years to address and requiring either a large
increase in contributions, a reduction in benefits, or both. While the State
is not directly responsible for local pension plans, it certainly has an interest
in seeing that these plans stay out of trouble and avoid questions of needed
financial support if major pensions faced insolvency.

In contrast to traditional defined benefit plans, defined contribution plans
do not offer a specific monthly benefit for life. Therefore they do not pose
the same risk to the sponsoring entity to pay for the benefit or to the plan
members to receive the promised benefit. Defined contribution plans only
pay out whatever money has accumulated in the employee’s account at
retirement and are not responsible for losses such as those due to fluctuations
in the stock market. Without promising a specific monthly benefit for life
at retirement, defined contribution plans shift most of the risk for retirement
from the employer, where it lies with defined benefit plans, to the employee.
While defined contribution plans pose the same risks as any public trust, such
as exorbitant contracting fees, breach of fiduciary duty, or fraud, these risks
fall outside the scope of PRB’s oversight and fall under the jurisdiction of civil
or criminal courts.

Pay-as-you-go defined benefit plans typically do provide a specific monthly
benefit for life, but are not pre-funded, so do not accumulate significant
funds in trust invested to fund future liabilities using actuarial principles. The
sponsoring entity of a pay-as-you-go plan, usually a city, simply pays benefits
as they become due from its general cofters, generally without accumulating
significant assets in trust or investments. The primary risk pay-as-you-go
plan members face is that a sponsoring entity could be unable, or unwilling
to pay a benefit when it becomes due. However, these plans generally have
small annual payouts that sponsoring entities can budget for annually. Over
the past five fiscal years, most pay-as-you-go-plans averaged about $3,000
per year in total benefit payouts. PRB is unaware of any sponsoring entity
of a Texas pay-as-you-go plan ever failing to make its monthly payment. In
contrast, traditional defined benefit plans had an average payout of more than
$113 million per year for the last five fiscal years.

PRB’s oversight tools, designed for traditional defined benefit
plans, have little value for defined contribution and pay-as-you-
go plans.

PRB’s primary duty is to oversee public pension plans and help ensure their
continued actuarial soundness. If PRB discovers through analysis that a plan
is actuarially unsound, the agency works with the plan and sponsoring entity to
identify necessary contribution or benefit changes to ensure sufficient funding
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IssUE 3

Pension System Reporting Requirements Do Not Provide Important
Data Needed to Detect Problems.

Background

'The State Pension Review Board’s (PRB) primary duty is monitoring public retirement systems’financial
condition and actuarial soundness, with the goal of exposing problems in time to address them before
a system’s ability to pay benefits is affected. The agency does this by monitoring a variety of statutorily
required reports submitted by most public retirement systems.! 'The table, PRB Reporting Requirements,
lists all reporting requirements beyond initial registration. Included in these requirements is a quarterly
reporting system, originally created in response to a rider to the agency’s appropriation in 2005, which
was designed to provide an early warning of possible problems by traditional defined benefit systems.?
‘These systems provide a specific monthly benefit for life and are pre-funded using actuarial principles.
By rule, PRB requires these plans to provide quarterly financial updates through the system, although
PRB allows the plans to submit unaudited information.?

PRB Reporting Requirements

Reporting Requirement | Systems That Must Comply | Report Frequency Filing Deadline
Information for New System L Whe.n b?sm plan s
All public retirement systems publications are 30 days after publication
Members
updated
Summary Plan Information | All public retirement systems When key plan 270 days after a change
changes are made is adopted
210 days after the last
Membership Report All public retirement systems Annually day of the system’s fiscal
year
. All public retirement systems, When a policy is 90 days after a policy is
Investment Policy except the four largest
. adopted adopted
statewide plans
Traditional defined benefit 45 d frer th .
Quarterly Financial Data plans, except the four largest Quarterly asa ler ¢ quartet
statewide plans closes
All public retirement systems,
Annual Audited Financial except.the four largest 210 days after t},le last
Report statewide plans and firefighter Annually day of the system’s fiscal
P plans with less than $50,000 year
in assets®
Traditional defined benefit At least
Actuarial Valuation plans, except the four largest cast once every When completed
. P three years
statewide plans
Actuarial Audit by Al.l P lan.s with at least §100 30 days after the final
Sponsoring Entity million in assets, except the Every five years report
P four largest statewide plans
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PRB applies its guidelines for actuarial soundness to the data submitted by traditional defined benefit
retirement systems. To get a detailed, accurate picture of these at-risk systems, the agency must have

complete, up-to-date information about their financial and actuarial condition. If a system is in danger
of becoming unsound, staff performs an in-depth actuarial review to identify the cause of the problems.

Depending on the severity of the system’s situation, PRB’s Board may request the system and sponsor
appear before the Board to explain the problems and their plan for addressing them. PRB has worked
intensively with nine systems during the last decade to improve their actuarial soundness, and has
recently adopted new procedures for identifying and working with at-risk systems.

Retirement
systems could
provide PRB
with more timely
plan updates,
given current
technology.

Findings

Statute does not require public retirement systems to notify
PRB of plan changes in time to allow PRB to evaluate their
effects on actuarial soundness.

PRB wuses notification of plan changes, specifically benefit or contribution
changes, to evaluate plans’present costs and future liabilities. Statute requires
retirement systems to provide PRB a summary of major plan changes within
270 days of the date the changes are adopted.® However, with current
communications technology, retirement systems could provide PRB more
timely notification of major plan changes, which are public information and
adopted in open meetings.

By potentially delaying this notification nine months, PRB may be unaware
that a system is accruing new unfunded liabilities, which can affect its ability
to meet PRB’s actuarial soundness guidelines. Under the current statutory
timeframe, PRB may not find out about new risks to soundness and may be
unable to timely analyze or make the system aware of the future effects of
these changes.

Statute does not require large public retirement systems to
provide PRB with their experience studies, limiting PRB’s ability
to confirm the accuracy of systems’ actuarial assumptions over
time.

If a system’s actuarial assumptions do not accurately predict future events,
the system risks being unable to meet its future liabilities. Large traditional
defined benefit pension plans, usually defined as those having more than
$100 million in assets, generally conduct experience studies to examine the
actuarial assumptions used to estimate plans’ future liabilities.” These studies
compare plan assumptions with actual data including key variables related
to retirement, mortality, hiring, and salary increases, to determine how well
they match actual events during the previous five years. When appropriate,
experience studies include recommended changes to the system’s actuarial
assumptions by the actuary performing the study.

General state law does not require systems to conduct experience studies nor
does it require systems already conducting experience studies to provide them

to PRB, although a few systems have submitted them. When PRB does not

State Pension Review Board Sunset Final Report with Legislative Action

Issue 3



























Sunset Advisory Commission

July 2013

ISSUE 4

The Agency’s Training Efforts Are Not Reaching Public Retirement

Systems With the Greatest Needs.

Background

One of the key functions of the State Pension Review Board (PRB) is to provide information and
technical assistance to Texas’ almost 360 state and local public retirement systems. These systems range
in size from large, with many staff and often contracted expertise, to small, with limited resources and

staff, and, at times, no staff at all.

PRB provides assistance by responding
to requests for information and offering
training for public pension trustees and
administrators through a one-day annual
seminar held in Austin. For this seminar,
the agency schedules speakers and panels
to discuss a range of pension-related
topics, such as those listed in the textbox,
Sample Annual Seminar Topics. 'The agency
charges seminar attendees a registration
tee to help cover the costs of the event.

In fiscal years 2007 and 2008, the agency

provided one-day regional training

Sample Annual Seminar Topics
FYs 2010 and 2011

U.S. Prospects and Global Challenges
Key Issues in the Markets

Fiduciary Responsibility in Today’s Public Pension

Climate
Current Trends and Issues in Public Retirement

Changing Face of the Texas Labor Market

Ethics and Public Employee Retirement Systems

seminars in select cities outside Austin to reach smaller systems that may have difficulty attending the
annual seminar. However, due to budget constraints, the agency discontinued these regional seminars
in fiscal year 2009. That same year, PRB began providing legislative briefings to members and their

staff, retirement systems, and other stakeholders. The agency uses these briefings to explain its role,

discuss pension-related issues and legislation, and explain the process for preparing actuarial impact
statements for legislation affecting public retirement systems.

Findings

Statute lacks clear direction enabling the agency to provide
accessible training to public retirement systems in a variety of

formats.

e Inadequate statutory guidance. State law authorizes PRB to conduct
training sessions, schools, or other educational activities for public pension
trustees and administrators, but does so in such a way that may prevent
the agency from pursuing better delivery methods.! The statute ties the
authorization for agency training to a funding mechanism allowing public
pension systems to contribute funds to PRB to support these and other
activities. This connection implies an approach to training that relies on
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When attendance
lags, PRB absorbs
the costs of the
annual seminatr.

Without
harnessing
technology, the
agency is unable
to effectively
deliver training
to all systems.

conferences and seminars. Although the Legislature in 2003 modified
the agency’s budget structure to end the program of accepting voluntary
contributions from public retirement systems, the statutory authorization
remains as the only reference to the agency’s training activities.” Since
1990, the agency has provided training primarily through its annual
seminar.

e Limitations of seminars. PRB’s annual seminar offers certain benefits to
retirement systems, such as the opportunity for trustees and administrators
to obtain objective information free from vendor sales pitches and to
network with peers from other systems. To take advantage of these
benefits, however, the systems must have someone physically present on
the specific date of the event, which can be difficult given the high cost
of travel and shrinking travel budgets, especially for smaller systems with
few resources and those located far from Austin. On average 25 systems
attended the event during the past four years, and most were larger plans
located near Austin.

Seminar attendance by individuals fluctuates significantly from year
to year, dipping precipitously in 2011 after the late cancellation by the
planned keynote speaker, when just 44 paying participants attended, as
compared to 86 paying participants in 2010. When attendance lags, PRB
has to absorb the costs to host these seminars, which amounted to about
$10,000 in 2011. While not a large sum, when added to the staff time
and resources required to plan and organize these seminars, these costs
have an impact on the agency and its ability to focus more squarely on its
oversight role.

e Insufficient use of technology. PRB’s approach has not taken advantage
of technology to provide training most accessibly or cost-effectively. The
agency does not provide its seminars or archive its materials online so that
information is available on demand, whenever and wherever the system
or user may be. Without harnessing technology, such as web-based tools,
the agency is unable to effectively deliver training to the smaller systems
that could benefit most from it.

The content of PRB’s training does not meet systems’ needs or
take full advantage of staff expertise.

A survey of public pension systems conducted by Sunset staft found that
retirement systems with many resources, often larger plans, were generally
pleased with the broad, high-level topics covered by the speakers at PRB’s
annual seminar. ‘These systems’ attendees were interested in noteworthy
speakers and topics of national interest. However, the survey also revealed
that many systems, often with fewer resources — some without any full-time
staff — need more narrowly-focused, Texas-specific content on topics more
directly related to the daily operations of a retirement system. Such topics
include information on sound plan design, asset allocation, implications
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ISSUE 5

The State Pension Review Board’s Statute Does Not Reflect Certain
Standard Elements of Sunset Reviews.

Background

Over the years, Sunset reviews have come to encompass an increasing number of standard elements
either from direction traditionally provided by the Sunset Commission, or from statutory requirements
added by the Legislature to the criteria for review in the Sunset Act, or from general law provisions
typically imposed on state agencies. The following material highlights the changes needed to conform
the State Pension Review Board’s (PRB) statute to Sunset Across-the-Board recommendations, and to
address the need for the agency’s required report.

Sunset Across-the-Board provisions. The Sunset Commission has developed a set of standard
recommendations that it applies to all state agencies reviewed unless an overwhelming reason
exists not to do so. These Across-the-Board Recommendations (ATBs) reflect an effort by the
Legislature to place policy directives on agencies to prevent problems from occurring, instead of
reacting to problems after the fact. The ATBs also reflect review criteria contained in the Sunset
Act designed to ensure open, responsive, and effective government.

Reporting requirements. The Texas Sunset Act establishes a process for state agencies to provide
information to the Sunset Commission about reporting requirements imposed on them by law
and requires the Commission, in conducting reviews of state agencies, to consider if each reporting
requirement needs to be continued or abolished.! The Sunset Commission has interpreted
these provisions as applying to reports that are specific to the agency and not general reporting
requirements that extend well beyond the scope of the agency under review.

Findings

The State Pension Review Board’s statute does not reflect two
areas of standard language typically applied across the board
during Sunset reviews.

PRB’s statute does not include standard provisions relating to conflicts of
interest and alternative rulemaking and dispute resolution that the Sunset
Commission applies in across-the-board fashion to agencies under review.

Conflict of interest. The agency’s statute contains standard language
to prevent potential conflicts of interest by board members with entities
receiving funds from PRB. PRB’s statute also prohibits board members
and the general counsel from lobbying on behalf of pension-related
professions. However, statute does not include standard conflict of
interest language that prohibits board members, high-ranking agency
employees, and their spouses from being closely afhiliated with a pension-
related professional trade association.
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e Alternative dispute resolution. The agency’s statute does not include
a standard provision relating to alternative rulemaking and dispute
resolution that the Sunset Commission routinely applies to agencies
under review. This provision helps improve rulemaking and dispute
resolution through more open, inclusive, and conciliatory processes
designed to solve problems by building consensus rather than through
contested proceedings.

The State Pension Review Board’s single statutory reporting
requirement to produce a biennial report serves a useful
purpose.

'The biennial report is the Governor and the Legislature’s primary source
of information about the agency’s activities and serves a useful purpose.?
'The agency’s report, which also is available on its website, must include an
explanation of the agency’s work and findings and any recommendations for
needed legislation related to public retirement systems.

Recommendations

Change in Statute

5.1 Apply standard Across-the-Board Recommendations to the State Pension Review
Board.

o Conflict of interest. This provision would prohibit a board member or high-level agency employee
from being an officer, employee, or paid consultant of a pension-related professional trade
association. The provision would also prohibit the spouse of a board member or high-level agency
employee from being an officer, manager, or paid consultant of a pension-related professional trade
association.

e Alternative dispute resolution. This provision would ensure that the agency develops and
implements a policy to encourage alternative procedures for rulemaking and dispute resolution
that conforms, to the extent possible, to model guidelines by the State Office of Administrative
Hearings. The agency would provide internal training as needed and collect data concerning the
effectiveness of these procedures.

5.2 Continue requiring the State Pension Review Board to submit its biennial report
to the Legislature.

This recommendation would continue the existing requirement in law for the agency’s biennial
report to the Governor and the Legislature, though no statutory change would be needed to continue
this reporting requirement. This report provides the Governor and the Legislature the only formal
opportunity to hear from PRB regarding its activity over the preceding two years as well as necessary
changes to pension statutes. To comply with a recent change in law, the report should be provided to
the Legislature in an electronic format only.
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